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KEY ECONOMIC INDICATORS: GERMANY EXCHANGE RATE AS OF Nov.13,1980 


1979 

INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM bill.) 6/80 

Private consumption 

Government consumption 

Fixed investment 
GNP at 1970 prices (DM bill.) 6/80 
GNP price deflator 6/80 
Per capita GNP, current prices (DM) 6/80 22,855 
Disposible income (DM bill.) 6/80 881.5 
Savings as % disposible income 6/80 13.1 
Employment (1,000s) of wage salary earners, 

industrial 7/80 7,604 
Unemployment rate 3/ 9/80 3.8 
Productivity gain 4/ 6/80 - 
Indices: 

New industrial orders,value (1976=100) 8/80 

Industrial production (1970=100) 9/80 

Retail sales value (1970=100) 8/80 

Industrial wages per employee (1970=100) 7/80 

Cost of living (1976=100) 9/80 

Industrial prices (1976=100) 8/80 


1,404.2 
766.3 
277.9 
318.1 
882.5 
159.1 


Money . 
Money supply (Mj; DM bill.) *9/80 
Domestic credit outstanding (DM bill.) *9/80 
Federal debt outstanding domestic (DM bill.) 
*8/80 
Annual federal debt service (DM bill.) 12/80 
External debt (DM bill.) *8/80 
Interest rate, Central Bank *9/80 
Interest rate, Comm'Bank med.-term *9/80 
BALANCE OF PAYMENTS AND TRADE 
Gold and foreign exchange reserves (DM bill.)*9/80 9 
Balance of payments (basic balance, DM bill.) 8/80 
Balance of trade (DM bill.) 9/80 
Exports, FOB (DM bill.) 7/80 
U.S. share (DM bill.) 7/80 
Imports, CIF (DM bill.) 7/80 292.0 
U.S. share (DM bill.) 7/80 20.3 
Main 


rts to U.S., lst half 1980; $ mill.: Motor vehicles 2,582; 


U.S.$1.00 = DM 1.8875 


1980 1/ 78/77 79/78 


394.3 
138.9 
163.3 
439.1 
163.1 
11,633 
455.9 
13.5 


7,678 
3.7 
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Machinery 1,146; 


Chemicals 725; Electrical equipment 383; Optical and precision mechanical products 196 


Main ports from U.S., lst half 1980; $ mill.: Machinery 1,101; Chemicals 933; Defense 


items 842; Electrical equipment 816; Edible fats and oils 670; Aircraft 333 
1/ Cumulative through latest date shown, except for items marked *. 2, 
latest date shown over the same period in 1979, except for items marked *. 


percent of labor force; 1980 seasonally adjusted. 


2/ 1980 through 


3/ As 


4/ Increase in real domestic product 


per worker. NOTE: Items marked * are as of year end 1979, and as of latest month 


shown for 1980. 
comparable date in 1979. 


1980 percentage changes indicate changes of latest date shown over 
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SUMMARY 


The German economy reached a cyclical turning point in mid-1980. 
Following a strong expansion that lasted for 2 years, the economy 
turned sharply downward in the second quarter. It was expected to 
remain stagnant at least into 1981. Gross national product (GNP) 
growth for 1980 was expected to be only about 2 percent. Very 
little, if any, expansion is anticipated in 1981 over the average 
1980 level. 


Most forecasters expect a relatively short downturn although there 
is some disagreement about its severity. Surveys indicate that 
business investment plans are still buoyant. Private consumption 
should begin to pick up again somewhat as the inflation rate slows. 
However, given the importance of exports to the German economy, the 
timing of any upswing as well as its momentum will also depend very 
much on economic performance elsewhere. 


German financial policy is being made on the basis of the assump- 
tion that the economy is sufficiently resilient so that no addi- 
tional fiscal stimulation to that previously planned will be needed. 
For the moment, policy is mainly concerned with increasing economic 
efficiency and bolstering German competitiveness. Considerable 
concern has been expressed in recent months about the sizes of the 
current account and public sector deficits. The Government hopes 
to reduce the Federal deficit by about a third over the next 4 
years. It is felt that maintenance of consistent price, wage, 
monetary, and financial policies will enable the current account to 
adjust to an appropriate level. 


Because of its close correlation with overall activity, import 
growth has been stagnant or has retrogressed in recent months. A 
stronger dollar has also meant stiffer competition from domesti- 
cally produced goods in the German import market. Nonetheless, a 
price margin favorable to U.S.-produced goods is thought to exist 
for many products. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Economy Dips After a Sustained Upswing 


After attaining boomlike proportions in the first quarter of 1980, 
overall activity of the German economy plunged sharply in the sec- 
ond quarter and all indicators pointed to further weakness in the 
third and fourth quarters. One of the principal sources of 
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weakness appears to be a rapid slowdown in the rate at which stocks 
are being accumulated. Price expectations and concern for future 
supplies contributed to a very rapid buildup in the second half of 
1979 and in early 1980. Now that these concerns have been largely 
allayed, inventories of some branches are reportedly regarded as 
excessive. 


Other investment activity has also slowed in response to a falloff 
in domestic demand, high interest rates, and a drop in export 
orders. As is usual at the beginning of a contraction, construc- 
tion has been especially hard hit. In part, this is owing to 
cyclical factors in housing demand; in part, to a reduction in 
public construction. But undoubtedly high interest rates have dis- 
couraged potential builders or at least caused them to defer their 
plans whenever possible. Demand for equipment in general seems to 
be holding up better. Orders for energy-conserving equipment re- 
portediy continue at a brisk pace. 


Economic Activity Expected To Remain Stagnant for Several Months 


Virtually no one anticipates an early turnaround in economic momen- 
tum; at least some indicators suggest the possibility that the 
trough of the downturn has not yet been reached. The volume of 

new domestic orders on a seasonally adjusted basis fell by 6.2 and 
1.3 percent, respectively, during the second and third quarters of 
1980. Foreign orders have dropped even further, declining by 2.6 
percent during the second quarter and 9.6 percent in the third. 


High real interest rates have also contributed to the tightening in 
the demand side of the economy. During the first 9 months of 1980, 
central bank money growth was at the bottom of the Bundesbank's 
target band of 5 to 8 percent. The growth of other monetary aggre- 
gates reflected higher interest rates as well as monetary restric- 
tiveness. 


Concern for inflation was the principal focus of monetary policy in 
the earlier part of 1980; in recent months a tight monetary policy 
has been needed to defend the D-mark in exchange markets. Asa 
consequence, nominal interest rates have eased little if at all 
despite a sharp drop in economic activity even though the rate of 
price increase has decelerated substantially. Rising real interest 
rates undoubtedly have helped to dampen investment activity. 
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Modest Degree of Optimism About 1981 


While 1981 is not expected to see, on the average, much if any real 
growth, policymakers and most forecasters are mildly optimistic 
that there will be an upturn during the course of 1981. Tax relief 
effective as of January 1, 1981, will put DM 10 billion, more than 
1 percent of personal disposable income, into the pockets of con- 
sumers. (Higher social security and proposed higher excise taxes, 
however, would take back a substantial part.) Although this is not 
expected to give a major boost to private consumption, it will 
restore to taxpayers much of their inflation-induced losses. An- 
other plus factor to private consumption is expected to be a con- 
tinuing decline in the inflation rate. This assumes, of course, 

no oil shocks during the next few months. Hence, even if personal 
income, as expected, expands at a relatively slow rate in 1981, 
real income growth will be propped up by a declining inflation rate, 
and personal consumption, which was expected to expand by about 1.5 
percent in 1980, should keep well ahead of overall growth. 


Hopes for a brief and shallow downturn are being pinned on indica- 
tions that investment activity remains relatively strong despite 
general economic stagnation. It is widely felt that, unlike other 
downturns of the last decade, investment will not fall off sharply. 
Various surveys of investor sentiment indicate spending on plant 
and equipment will continue at a high level for several months. A 
recent survey by the Ifo Economic Institute shows private outlays 
by manufacturers some 9 percent higher in real terms in 1980 than 
in 1979 and a large percentage of the respondents expect to spend 
as much or more for investment in 1981. 


There is, of course, a great deal of variation in investment growth 
rates among sectors. Fast growth industries such as data processing, 
office machines and equipment, aircraft, and chemicals are expected 
to offset declining investment in the hard-hit iron and steel in- 
dustry and in the consumption industries. Perhaps surprising in 
view of the recent dropoff in car sales, investment by the auto- 
motive industry is expected to remain very strong. Sharp competi- 
tion, especially from the Japanese, is one factor leading to invest- 
ment of more funds into technical improvements. Also, as is the 
case in many other industries, energy conservation is a strong mo- 
tive for investment. 
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Financial Policy Expected To Be Restrained 


Despite a sluggish economy, the Government does not presently antic- 
ipate the need for any special economic stimulation programs. As 
previously mentioned, earlier approved tax reductions will add some 
momentum to the 1981 economy. At the same time, however, Govern- 
ment spending is expected to expand at a lower rate in 1981 than in 
1980, the need for much higher outlays to the unemployed and higher 
transfer payments to the European community notwithstanding. A May 
1980 Financial Council decision, albeit taken at a time when the 
1981 economy was expected to remain relatively robust, urged a 4- 
percent growth cap on public sector spending. The Federal Finance 
Minister has said he intends to honor that recommendation. Some 
forecasters, however, are skeptical that spending either at the 
Federal or lower levels can be kept at so low a growth rate. Bal- 
ancing external obligations to defend the mark and the price stabil- 
ity objective on the one hand against the need to stimulate economic 
activity on the other will continue to pose a dilemma to monetary 
policymakers. 


Much Emphasis on Wage Moderation 


An early and brisk recovery is seen by many business representatives 
bankers, economists, and political figures to depend very much on 
the wage negotiations that will begin in 1981. Efforts are underway 
to get business, labor, economic, and monetary policymakers to dis- 
cuss the economic situation and how to deal with it in a common 
forum. Whether these efforts will result in a revival of the con- 
certed action program or something similar remains to be seen. At 
least for the moment there does seem to be a greater readiness to 
discuss jointly macroeconomic issues than at any time since the con- 
certed action program collapsed in 1977. 


Most 1981 projections imply average wage increases on the order of 
5 percent. If achieved, this would be a noticeable moderation of 
the average rates for recent years. However, because productivity 
growth is almost certain to fall in a slow growth year, cost pres- 
sures on prices would ease to a somewhat lesser extent. Nonethe- 
less, the decline would be a favorable omen to future price stabil- 
ity. Proponents of wage moderation believe it would also be a boon 
to the investment needed to keep German industry internationally 
competitive. 
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Long-Term Economic Prospects Still Bright 


Germany's record for economic stability in recent years has been 
the envy of most of the developed countries. Few countries can 
match the Federal Republic's combination of low inflation, harmoni- 
ous labor/management relations, and strong growth in productivity. 
As the largest exporter of manufactured goods in the world, German 
industry has been forced to keep abreast of international competi- 
tion. 


During the last 1% years, considerable concern has been expressed 
concerning the mounting balance-of-payment deficit. Germany's cur- 
rent account went from a surplus of more than DM 17 billion in 1978 
to deficits of DM 10 billion in 1979. The deficit in 1980 is ex- 
pected to be in the 25- to 30-billion range--the largest of any 
country. Although many forecasters are projecting a decline in that 
deficit to about DM 20 billion in 1981, it would still be at a level 
worrisome to Government and much of the public. Germany's high 
foreign exchange and gold resources, of course, lessen the need for 
stringent financial measures to constrain the deficit. Neverthe- 
less, policymakers are working to reduce the deficit substantially 
in the medium term. The expectation is that lower domestic con- 
sumption demand will bring into being a stronger export sector. 
Higher taxes on oil and the elimination of certain subsidies to oil 
consumers are expected to reinforce the incentive to conserve that 
is already inherent in rising oil prices. 


Because of its heavy dependence on imported oil, the German economy 
is highly vulnerable to fluctuations in 0il supplies and prices. A 
major policy objective is to diversify sources and types of energy 
supply. A decision made in 1980 to liberalize coal imports will 
help toward that objective. For several years the construction of 
nuclear energy plants has been delayed by environmentalist groups. 
Supporters of a nuclear energy program expect speedier progress now 
that public support appears to have increased. Government and in- 
dustry are hopeful that the cumbersome licensing process can be 
streamlined. 


German Investment in the United States Continued at a Brisk Pace 


The United States continued to strengthen its position as the pre- 
ferred destination for German investment during the first 6 months 
of 1980. According to German statistics, German direct investment 
in the United States for that period amounted to DM 2.2 billion, or 
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almost one-half of the total. In second place was Belgium/ 
Luxembourg with less than 15 percent of German direct investment 
for the first semester. New U.S. investment in the Federal 
Republic, by contrast, was insignificant during the first half 
of 1980. 


Although German investments in U.S. real estate usually get 

more publicity, other types of U.S. assets have a much higher 
value in the German investment portfolio. Investments in holding 
companies and in chemical, iron and steel, electrotechnical, 

and passenger car industries account for the bulk of German 
investment in the United States. German investment in the United 
States amounted to almost DM 14.5 billion as of June 30, 1980. 


Weather Affects Agricultural Output 


Most of the 1980 growing season was characterized by cool, wet 
weather. Adverse weather conditions were less damaging to grains 
than other crops, and total grain production rose nearly 1 percent 
to 22.9 million metric tons on an area about equal to the 5.5 
million hectares used in the production of 1979 crops. Potatoes 
suffered most seriously with a 22-percent fall in production, 
while other crops saw smaller reductions or results that approxi- 
mated 1979 levels of production. Milk production continued 

to rise sharply; an increase of nearly 4 percent was expected 

in 1980, adding to surplus disposal problems. Hogs and cattle 
have increased by about 1.7 percent since 1979. In the case 

of pork, this has been reflected in relatively low retail prices, 
which in turn could lead to an increase of up to 1 kilogram 

in per capita consumption in 1980. 


Agricultural imports from the United States reached just over 

$2 billion during the first 8 months of calendar 1980, according 
to official German trade statistics. This was more than 25 
percent above the corresponding period in 1979. The largest 
increase in value occurred in the oilseeds category which has 
accounted for roughly half of the imports from the United States 
in recent years. The largest percent increase was achieved 

by cotton, which nearly doubled, and results in the fruits and 
vegetables sector were almost as good. If the strong increase 
in imports continued through the remainder of calendar year 
1980, as indicated by seasonal trade patterns, U.S. agricultural 
exports to Germany would have reached a new record in the range 
of $2.8 to 3 billion. 
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IMPLICATIONS FOR THE UNITED STATES 


German Imports Unlikely To Pick Up Before Second Half of 1981 


After a strong spurt during the first quarter of 1980, German 
import volume dropped back to a rate still somewhat higher than 
1979's very robust average quarterly volume. A sluggish economy 
is unlikely to increase imports much above their current level 
through much of 1981. If the economy turned up in the second 
half of 1980 as expected, import demand should have taken a 
brisker turn toward the end of 1980. 


Although overall import volume will remain relatively stagnant 
for some time to come, there will be substantial changes in 

its composition. Imports of oil and industrial raw materials 
seem likely to decline; imports of finished manufactured goods 
and semimanufactures should go on rising, albeit at a somewhat 
slower pace than during the past couple of years. According 

to the calculations of the Commerzbank, foreign producers now 
supply 38 percent of Germany's finished manufactured goods and 
14 percent or so of its semimanufactures. The foreign supplier 
shares in selected sectors of the market are as follows: 


Office machinery and electronic data processing 

equipment percent 
Nonferrous metal goods percent 
Leather and footwear percent 
Clothing percent 
Precision instruments, optical equipment, and 

watches and clocks percent 


Bilateral Trade Balance Swings. to the United States 


According to official German statistics, the bilateral trade 
account showed a balance of more than $1.8 billion in favor 

of the United States for the first 9 months of 1980. This con- 
trasts with a U.S. bilateral deficit of $350 million for the 
same period of 1979. U.S. exports to Germany rose from $7.8 
billion for the period from January to September 1979 to $10.8 
billion in 1980, a dollar rise of 38 percent. U.S. imports 
from Germany for the same period, on the other hand, rose from 
$8.2 billion to 8.9 billion, a gain of 9 percent. Undoubtedly 
variations in cyclical developments have contributed strongly 
to the swing in the bilateral balance. 





10 


The margin of U.S. competitiveness derived from earlier dollar 
devaluations vis-a-vis the mark has probably been trimmed to 

some extent by faster rising producer costs in the United States 
than in Germany and by a stronger dollar in the latter part 

of 1980. Competition will be all the keener in 1981 as suppliers 
from other countries with sluggish economies attempt to increase 
their shares in the German market. 


Japan, which has very rapidly gained a strong position in the 
German automobile and electronics markets, is expected to offer 
tough competition in new market areas. Reliability, expeditious 
service, and attention to customers' preferences with regard 

to style and quality will be all the more important for success 
in the German market. A steadily older population working less 
but with more money to spend implies a growing demand for leisure 
time goods and services. As the average income level approaches 
the highest among developed countries, there is also an expanding 
German interest in the more sophisticated consumer products. 


The voracious German demand for foreign travel is not expected 

to be dampened very much by slower economic growth. For several 
years German tourists have spent more money abroad than those 

of any other nationality. In 1979, German tourist outlays rose 

by 14 percent to more than DM 33 billion. The rise was expected 
to be somewhat smaller in 1980, as household budgets have been 
seriously affected by the higher prices of heating oil and gasoline. 
However, travel to the United States is expected to continue 

to increase as larger numbers of Germans not only seek new attrac- 
tions but also take advantage of generally lower vacation costs 

in the United States. 


Overall Trade Balance Declines 


Germany's trade surplus for the period from January to September 
sank to DM 6.1 billion in 1980 from DM 18.2 billion for the 

same period of 1979. In August 1980, the German balance of 
trade showed a deficit--albeit insignificant in size--for the 
first time in 15 years. The trend in the trade account is almost 
entirely attributable to shifts in the German terms of trade. 
Whereas export prices climbed by only 7 percent in this period, 
import prices surged by 16 percent. The higher costs of crude 
oil and mineral oil products, especially in the earlier part 

of 1980, are the main source of deterioration in the terms of 
trade. Since March 1980, they had improved somewhat but may 
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deteriorate again after implementation of the December 1980 
Organization of Petroleum Exporting Countries (OPEC) price 
increases. 


Given the depreciation in the real external value of the mark 
(exchange rates having failed to reflect changes in domestic 

and foreign producer costs), the competitive position of German 
industry has increased significantly in recent months. German 
manufacturers are expected to be prime beneficiaries of a rising 
world demand for energy source alternatives to oil. Germany, 

as the world's largest exporter of capital goods, should also 
profit from larger OPEC investments. 


Vigorous Surge in U.S. Exports of Manufactured Goods 


During the first 6 months of 1980 the United States strengthened 
its competitive position in the German import market for finished 
manufactures. U.S. sales expanded by 23 percent to $3,952 million 
(excluding defense items), and the U.S. market share improved 

to 8.3 percent from 8.2 percent during the corresponding period 

of 1979. 


U.S. sales of the largest commodity group, machinery, jumped 

by 34 percent to $1.1 billion, thus contributing substantially 

to the overall U.S. surplus. Most impressive was the performance 
of U.S. office machines, which expanded by 42 percent to $582 
million, accounting for more than half of U.S. machinery sales 

in Germany. The U.S. market share for office machines improved 
to 39.2 percent, from 32.3 percent during the corresponding 
period of 1979. 


Sales of chemicals, the second largest commodity group, at $787 
million, exceeded 1979 levels by 16 percent. The U.S. market 
share, however, declined from 11.3 to 10.5 percent. A major 
increase occurred in plastic products, which jumped by 47 percent 
to $226 million. The U.S. market share of this item increased 
from 7.0 to 7.7 percent. 


The United States continued to rank as the number one foreign 
supplier of electrical equipment. At $816 million, U.S. sales 
surpassed 1979 levels by a remarkable 47 percent, and the U.S. 
market share improved from 12.8 to 14.8 percent. 


Sales of U.S. aircraft declined by 16 percent to $333 million, 
and the U.S. market share declined from 30.1 to 19.6 percent. 
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Sales of U.S. aircraft, however, should improve during the next 

few months when deliveries of Boeing 737's on order to Lufthansa 
will increase. French exports of aircraft to Germany reached 

an all time high of $971 million, 58 percent above 1979 levels. 

The French market share came to 57.2 percent, in comparison 

with 46.7 percent for 1979. 


Buoyant sales were registered for U.S. optical and precision 
instruments. U.S. sales were up by 34 percent to $187 million, 
and the U.S. market share improved from 15 to 16.9 percent. 
U.S. exporters profited from a lively rate of investment for 
rationalization and automation, as well as for energy savings. 


German receptivity to U.S. lifestyles has been a boon to sale 
of U.S. consumer goods. Textiles and textile products, cutlery, 
tools, ironware, glass, ceramics, china, leather, and furs and 
products thereof all enjoyed substantial gains in sales and 
their market shares also improved. 


A recent assessment conducted by the Embassy and by the U.S. 

posts in Germany indicates excellent sales prospects for a variety 
of products. On top are computers, peripherals, and related 
equipment, electronic production and test equipment; process 
controls; and medical instruments and equipment. U.S. textiles 
and apparel are expected to expand their market share further. 


U.S. Government-Sponsored Activities 


As in years past, the U.S. Government continues to sponsor a 
growing number of official American group exhibits at selected 
leading German international trade fairs. Among them will be 
the annual International Green Week Fair in Berlin and the bian- 
nual ANUGA World Fair Market in Cologne under the sponsorship 

of the U.S. Department of Agriculture, Foreign Agricultural 
Service. 


The U.S. Department of Commerce will officially sponsor American 
group exhibits at German fairs featuring computers, data-processing 
equipment, packaging machinery, packaging materials, confectionary 
machinery, clothing and apparel (women's fashion, men's fashion, 
and children's wear), textiles, hospital equipment, and sporting 
goods. At the same time, Foreign Commercial Service posts in 

the Federal Republic of Germany will be organizing foreign buyers' 
visits to selected U.S. fairs, involving sending groups of 15 

to 100 German business representatives to about 25 to 30 
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international trade fairs in the United States. Products on 
display at these fairs will include clothing, textiles, computers, 
sporting goods, carpets and rugs, hardware, machine tools, con- 
struction equipment, audiovisual equipment, and general merchandise. 
Other U.S. fairs scheduled for such visits include heating, 
refrigeration, air conditioning, food processing, and dental 
equipment, boats, hunting and sporting arms, gifts, and luggage. 
For further information, interested business executives should 
contact the nearest Regional Field Office of the U.S. Depart- 
ment of Commerce or the Regional Marketing Manager, Office of 
Country Marketing, Bureau of Export Development, U.S. Department 
of Commerce, Washington, D.C. 20230. 
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